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Financial Responses 


Monetary Policy 


CONTRACTION economic activity that 

began about the middle 1960 brought 
with actions the monetary authority that 
were designed curb recessionary tenden- 
cies. This was the third time since 1951—when 
monetary policies began used actively 
means contributing economic sta- 
countering economic recession be- 
came principal objective policy. The in- 
fluence that monetary policy has demands 
for goods and services, however, not the 
same from one recession period the next. 
depends importantly developments that 
take place the financial markets and, 
course, the way which individuals and 
businesses react changes the cost and 
availability funds. 

There abundant evidence that financial 
developments since mid-1960 have differed 
considerably from those prevailing earlier 
the postwar period. Widespread 
public attention has been focused the ef- 
fects the financial markets stemming from 
the Nation’s international payments deficit, 
but there were other forces work which 
also helped shape the response the fi- 
nancial markets. review financial de- 
since mid-1960 sheds light 
some these forces, and also the paths 
which central banking policies assist 
the maintenance economic stability. 


Growth Bank Credit 


During the second quarter 1960, Fed- 
eral Reserve policies began directed 
toward the provision bank reserves pro- 
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mote moderate increase the growth rate 
bank credit, when became apparent that 
the expansion business activity which had 
begun the spring 1958 was not carrying 
the economy desired levels resource 
utilization. signs economic weakness 
multiplied the summer and fall months, 
additional actions supply commercial banks 
with reserves for lending 
brought about substantial increase com- 
mercial bank deposits and earning assets. 
absolute amounts, the $11.4 billion increase 
commercial bank loans and investments dur- 
ing the final months 1960 was the largest 
rise for any second half since 1943. per- 
centage terms, was exceeded only slightly 
the 1954 second-half expansion, shown 
Chart 

Bank credit and deposits tend contract 
for seasonal reasons the early months 
each year, but the decline the opening 
weeks 1961 was less than the normal sea- 
sonal amount. Commercial bank earning as- 
sets were about $10 billion above the year- 
earlier level the end December 1960, 
and the end February 1961 the year- 
to-year margin had widened still further. 

While clear that expansive monetary 
policies generated huge advance total 
bank credit and deposits after mid-1960, 
cannot assumed automatically that de- 
mands for goods and services were bolstered 
commensurately easing financial re- 
straints. necessary condition that the ex- 
pansion bank credit and deposits re- 
flected the cost borrowed funds 
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Chart 
Changes Total Loans and Investments, 
Last Months 
All Commercial Banks, 


PER CENT 
10 


SOURCE: Board Governors the Reserve System. 
the availability credit individuals and 
businesses. For lowering interest rates 
and bringing about reduced intensity 
credit rationing lenders that growth 
bank credit generates financial stimulus 
expenditures for goods and services. 


Credit Costs and Availability 

What was happening the cost credit 
during 1960 and early 1961 indicated 
the data Table showing interest rates 
and security yields variety financial 
instruments. The decline costs external 
financing private borrowers during the 
first months 1960 was substantial—re- 
ducing the price long-term funds cor- 
porations issuing high-grade bonds much 
per cent from the December 1959 level. 
But interest rates both short-term and 
longer-term instruments generally reached 
their lows during the summer months 1960. 
The large expansion bank credit that took 
place after mid-1960 failed exert sig- 
nificant downward influence the cost 
credit. exception the general pattern 
interest rate movements can seen the 
data mortgage rates, which dropped stead- 
ily but slowly throughout 1960 and early 1961. 

Some financial analysts believe that varia- 
tions the availability credit private 
borrowers are more significant than move- 
ments credit costs encouraging 


Table 
Interest Rates and Security Yields 
Per Cent per Year 


Long-Term Rates 


Short-Term Rates 


Corporate FHA State and Govt. mercial Short- Treasury 
Aaa Bonds, Mort- Local Aaa Long-Term Paper, Term Busi- 
New Issues gages Bonds Issues 

Dec. 1959 5.16 6.23 3.43 4.27 

Jan. 1960 4.95 6.24 3.49 4.37 4.91 

Feb. 1960 4.96 6.23 3.40 4.22 4.66 

Mar. 1960 4.66 6.22 3.34 4.08 4.49 

Apr. 1960 4.78 6.20 3.30 4.17 4.16 

May 1960 4.86 6.20 3.34 4.16 4.25 

June 1960 4.69 6.19 3.33 3.99 3.81 

July 1960 4.49 6.17 3.31 3.86 3.30 

Aug. 1960 4.37 6.13 3.10 3.79 3.34 

Sept. 1960 4.45 6.11 3.09 3.82 3.39 

Oct. 1960 4.60 6.09 3.20 3.91 3.30 

Nov. 1960 4.59 6.05 3.14 3.93 3.28 

Dec. 1960 4.79 6.04 3.12 3.88 3.23 

Jan. 1961 4.35 6.00 3.15 3.89 2.98 


n.a. Not Availabie. 


SOURCES: Government long-term issues, 3-month Treasury bills, prime commercial paper, and bank rates short-term business 


—Board of Governors of the Federal Reserve System; state and local Aaa bonds—M 


corporate Aaa City Bank 


New York; FHA mortgages—Board Governors the Federal Reserve System, based average prices reported FHA. 
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stricting expenditures for goods and services. 
Evidence suggesting changes this aspect 
the loan markets is, unfortunately, fragmen- 
tary. general, interest rates and credit ra- 
tioning tend move parallel direction— 
reduced costs credit signaling increas- 
ing availability funds potential borrow- 
ers. But this relation need not always hold. 
Developments bank loan markets and 
the residential mortgage market are particu- 
larly important, because standards applied 
banks and residential mortgage lenders 
determine the eligibility borrower for 
loans, and the conditions which credit 
offered given rate interest, are critical 
determining the ability businesses and 
individuals obtain borrowed funds. 

Data gathered the National Association 
Real Estate Boards suggest that the avail- 
ability mortgage funds increased more 
rapidly 1960 than might surmised from 
the relatively sluggish adjustment mort- 
gage rates. September 1960, three fourths 
the communities participating the Real 
Estate Boards’ quarterly survey reported 
ample supply funds seeking investment 
conventional loans new residences, while 
less than per cent the communities fell 
into this category December 1959. Mean- 
while, the number reporting ample supply 
funds for investment minimum downpay- 
ment, 30-year, FHA loans new homes rose 
from less than per cent the total De- 
cember 1959 more than per cent 
September 1960. 

the commercial banking system, changes 
assets and liabilities during the latter half 
1960 and early 1961 clearly were conducive 
supply loan funds their customers. Bank 
deposits grew substantially more than bank 
loans, banks reduced their borrowings and 
increased their ownership cash and Gov- 
securities. the $11.4 billion in- 
crease bank loans and investments that 
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occurred during the second half 1960, more 
than billion took the form enlarged 
holdings Treasury securities. 

These purchases Government securities 
were confined almost entirely short-term 
instruments. Observers interested seeing 
easing the availability bank credit 
private borrowers scarcely could help but 
view this investment choice with mixed feel- 
ings. For while indicated that banks were 
preparing meet customer loan demands 
subsequent economic upswing, also sug- 
gested that banks were demonstrating good 
deal concern with rebuilding their liquidity 
positions. Therefore, there was little basis for 
assuming that banks were actively seeking 
expand their loans, which are relatively illi- 
quid assets, relaxing their standards 
loan eligibility making funds available 
borrowers easier terms. 


Importance Long-Term Rates 


Together with the broad plateau which 
interest rates remained during the latter part 
1960 and early 1961, this development 
the banking system raised question 
whether monetary policy was making its maxi- 
mum contribution toward checking the forces 
economic recession. distinct reduction 
either short-term long-term rates in- 
terest would have contributed additional 
stimulus economic activity, but seems 
clear that decline long-term rates would 
have offered greater promise antireces- 
sionary force. 

The importance long-term rates in- 
terest stimulating restrictive influence 
demands for goods and services related 
variety considerations. Financing costs 
associated with the purchase short-lived 
assets typically are small proportion the 
total outlay; for long-lived assets financed 
borrowing, the proportion far higher and 
thus exercises more decisive influence 
expenditure decisions. Types investment 
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that may influenced most significantly 
change credit costs are purchases long- 
lived assets financed heavily from external 
sources funds—such investments the 
railroad industry, public utilities, indus- 
trial and commercial construction, the resi- 
dential mortgage market, and state and 
local construction projects. 

One should not overlook the effect that de- 
clining long-term rates have upon decisions 
lenders make funds available bor- 
rowers. outstanding example found 
the residential mortgage market, where dis- 
counts Government-guaranteed mortgages 
during periods high interest rates have 
made these loans less acceptable investment 
medium lending institutions. When inter- 
est rates long-term securities have declined, 
discounts mortgages with fixed interest 
rates have been reduced, promoting greater 
flow funds into the market for FHA and 
loans. Falling yields long-term securi- 
ties also mean that the prices securities 
lenders’ portfolios rise sharply, and this in- 
crease the value their assets tends en- 
courage additional commitments funds 


the loan portfolio. 


Forces Sustaining Rates 


The failure interest rates decline with 
the substantial growth bank credit and de- 
posits during the second half 1960 and 
early 1961 represented significant departure 
from earlier experience during the postwar 
period. Expansive monetary policies during 
the recession 1953-54 and again from late 
1957 through mid-1958 were accompanied 
appreciable reduction both short- 
term and long-term market rates. The drop 
interest rates during the first half 1960 
—before bank credit and deposits began 
expand—perhaps explains, some measure, 
the resistance further declines, but 
more than partial answer. For during the 
last half the year, when interest rates 


stabilized, the nonbank public liquidated 
about billion Treasury issues—indi- 
cating significant reduction the nonbank 
public’s demand for fixed-income securities, 


The International Payments Problem 


part this contraction security owner- 
ship explained forces with which the 
financial markets were entirely familiar. For 
example, nonfinancial corporations were re- 
ducing their holdings Treasury issues dur- 
ing this period they typically when their 
Federal income tax liabilities are 
less common element the picture was the 
large outflow short-term capital from the 
United States foreign money market cen- 
ters, development that stemmed partly from 
the higher yields short-term financial in- 
struments that could obtained abroad and 
partly from speculation the possibility 
change price relationships between the 
dollar and gold between the dollar and 
other foreign currencies. 

How large reduction demands for 
securities—particularly short-term issues 
—should attributed directly this source 
cannot determined from available data. 
known that nonresident ownership Treas- 
ury and other fixed-income securities actually 
increased about $0.7 billion during the 
second half 1960, but the liquidation 
Treasury and other securities American 
sellers who were sending funds abroad may 
well have been still larger. Whatever the 
magnitude involved, clear that expecta- 
tions financial investors were affected im- 
portantly these events. The outflow 
short-term capital accentuated the 
international balance payments problem 
and was partly responsible for the sharp 
crease the loss gold from monetary 
stocks. Financial investors recognized, under 
these circumstances, that the monetary 
authorities might have give increasing 
tention the effects that policy actions could 
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have generating larger short-term capi- 
tal outflow depressing short-term rates 
interest. 

Factors such the liquidation securi- 
ties nonfinancial corporations and the out- 
flow short-term capital other money 
markets search higher yields operate 
with greater strength short-term rates 
interest than yields longer-term securi- 
ties. The absence further decline short- 
term rates since mid-1960 has, however, in- 
fluenced the movement long-term rates 
well. Had the gap between short-term and 
long-term rates widened, financial investors 
would have been encouraged substitute 
longer-term for shorter-term instruments 
their portfolios, and this would have helped 
depress yields longer-term securities. 

But the absence wider spread between 
short- and long-term rates does not explain 
fully the sustainment long-term rates 
late 1960 and early 1961. During the reces- 
sions 1953-54 and 1957-58, long-term rates 
began drop sharply under the impetus 
portfolio lengthening financial investors 
well ahead the time that the spread be- 
tween short- and long-term rates attained the 
magnitude that generally has prevailed since 
August 1960. The additional factors respon- 
sible for sustaining rates long-term securi- 
ties can best discovered reviewing the 
factors promoting change long-term rates 
interest during these earlier periods 
economic contraction. 


Supply Demand? 


Chart was constructed make possible 
comparison changes long-term rates 
interest—represented the yield long- 
term Treasury issues—with variations the 
volume new long-term securities issued. 
The supply new long-term securities mar- 
keted, indicated the bars the chart, 
defined include all new corporate and mu- 
nicipal securities with original maturity 
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Chart 
Interest Rates and the Supply 
Long-Term Securities 


BILLIONS OF DOLLARS PER Lo 


YIELD ON U.S. GOVT. LONG-TERM SECURITIES 
scare) 


CHANGE 
SERIES 


VOLUME OF LONG-TERM 


SECURITIES MARKETED 
(Lert scare) 


FIRST HALF YEAR 
LAST HALF YEAR 


NOTE: Supply for the last half 1960 excludes new Treasury 


issues with over 10 years to maturity offered in exchange for out- 
standing issues in the 5- to 10-year range. 


SOURCES: Securities and Exchange Commission and Board Gov- 
ernors of the Federal Reserve System. 


more than year, and new Government 
issues with original maturity more than 
years. This definition incorporates into the 
supply substantial volume Treasury. is- 
sues the 10-year maturity range— 
securities that often are regarded medium- 
term. Securities from years maturity 
are, however, sufficiently close substitutes for 
longer issues investor portfolios warrant 
the assumption that supply and demand 
this sector the market importantly affect 
yields still longer-term instruments. 

quite evident that the fall long-term 
rates from mid-1953 late 1954 and from 
late 1957 mid-1958 took place despite large 
increases the supply new securities 
reaching the market. growth demands 
for long-term securities, and not reduction 
supply, was responsible for rising prices 
and falling yields long-term issues. 


Role Commercial Banks 


One the most important sources in- 
creasing demands for longer-term assets dur- 
ing the “easy money” periods 1953-54 and 
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1957-58 traceable the commercial banks. 
these two periods, commercial banks re- 
sponded increased supply reserves 
moving aggressively into real-estate mort- 
gages, municipal securities, and longer-term 
Treasury securities—particularly issues the 
10-year maturity range. During inter- 
vening periods monetary restraint, their 
interest longer maturity assets abated. 
Commercial bank portfolio management 
differs importantly this respect from that 
other large institutional investors, such 
savings and loan associations, mutual savings 
banks, insurance companies, and corporate 
pension funds. These nonbank institutions are 
not faced with wide variations the 
growth rate investible funds customer 
loan demands banks, nor are 
their requirements for protective liquidity 
large the commercial banking system. 
Consequently, their loan and investment port- 
folios consist very largely longer-maturity 
assets, and they supply more stable flow 
long-term funds the capital markets. 
Variations demands for longer-maturity 
assets commercial banks from 1953 through 
1960 are evident Chart which shows 
semiannual changes ownership real-es- 
tate mortgage loans and municipal securities 
all commercial banks, and purchases 
Treasury securities due more than years 
banks that report the Treasury Survey 
Ownership. The line representing purchases 
longer-term Treasury issues exhibits ex- 
tremely wide fluctuations, partly because the 
Treasury marketed substantial quantity 
new issues the 10-year maturity range 
when bank interest these securities was 
high. But from mid-1953 the end 1954, 
and from late 1957 the middle 1958, 
banks acquired longer-term securities through 
market purchases addition those ob- 
tained from the Treasury upon original issue. 
Changes the rate which commercial 
banks acquire state and local securities and 


Chart 
Changes Bank Ownership 
Longer-Maturity Assets 
Helf 1953-60 


BILLIONS OF DOLLARS 


TREASURY SECURITIES 
OUE MORE THAN 6 YEARS 


REAL-ESTATE 
LOANS 


STATE Local 
SECURITIES 


NOTE: Data for issues due more than years 

Survey Data for loans and 
state and are all comm banks. 


the System. 


mortgages may look small comparison with 
the variations purchases longer-term 
Treasury issues, but these changes are highly 
important the mortgage market and the 
market for state and local issues. The peak- 
to-trough movement the semiannual rate 
mortgage loan acquisitions almost 
billion, and for state and local securities nearly 
billion. 

The comparatively weak interest com- 
mercial banks longer-maturity assets dur- 
ing the latter half 1960 quite evident 
from the chart. Bank purchases state and 
local obligations stepped rather sharply 
the final months the year, but the 
banks added relatively little their 
term Treasury portfolios. Their acquisitions 
real-estate mortgages during the second 
half were only slightly above the low rate 
the first 

probable that substantially lower 


10 
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level short-term interest rates during late 
1960 and early 1961 would have prompted 
banks move into longer-term assets with 
greater alacrity, but possibly not with the 
aggressiveness that characterized their be- 
havior the earlier recessions the 
The banks entered the recent period mone- 
tary expansion with liquidity positions more 
severely pinched than any time the post- 
war years, and with broadening background 
experience managing their assets over 
the course the business cycle. Reserves 
committed long-term assets 1953-54 and 
the 1957-58 recession left the banks inade- 
quately prepared finance from liquid re- 
sources the subsequent growth customer 
loan demands, and the experience selling 
intermediate- and longer-term securities 
losses accommodate customers has left its 
impression the Nation’s bankers. 


Role Speculative Purchases 


Another influence decided importance 
lowering long-term rates interest during 
previous periods economic recession was 
the growth purchases individuals and 
professional investors anticipation capi- 
tal gains. While rising demands from this 
source are impossible quantify and, indeed, 
difficult identify until they develop 
exaggerated scale, they can have material 
effect speeding the rise prices and 
the decline yields long-term securities. 
During the 1957-58 recession, especially, 
speculative purchases hopes capital gains 
resulted substantial expansion de- 
mands for long-term securities. 

The apparent absence significant in- 
terest purchases for capital gains during 
late 1960 and early 1961 may have resulted 
part from the uncertainties surrounding the 
Nation’s international payments balance. 
additional factor conditioning investor psy- 
chology, however, may have been growing 
recognition that the supply new long-term 
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securities has not contracted during previous 
recession periods, but has expanded very 
greatly demands for long-term securities 
rose. The experience 1958 was particularly 
pertinent, for during the first half that year 
the supply long-term issues increased much 
more rapidly than demands for long-term is- 
sues that arose out portfolio lengthening 
permanent investors. Speculative buyers 
were holding exceptionally large volume 
securities midyear, and many were 
forced liquidate collapsing market for 
Government securities that became disorgan- 
ized during the summer months. 

expectation that the supply new long- 
term securities during the present recession 
might prove responsive any significant in- 
crease investor demands for longer-maturity 
assets may not have been misguided, for the 
capital markets have faced the task ad- 
justing, since mid-1960, some efforts 
lengthen debt structure private corpora- 
tions and the Treasury. Corporate long- 
term issues during the latter half 1960 
reached level $0.5 billion above the same 
period year earlier, principally due 
funding short-term indebtedness finance 
companies. The Treasury issued over bil- 
lion new 10-year securities during the 
final months 1960, extended maturities 
billion publicly held issues the advance 
refunding September 1960, and March 
1961 extended maturities maximum 
years more than billion publicly held 


issues. 


Adaptation Policy Measures 


was against the background these de- 
velopments the financial markets that Fed- 
eral Reserve open-market operations were 
broadened include Treasury securities 
other than bills. Purchases short-term cer- 
tificates, notes, and bonds began Novem- 
ber 1960, and February this year 
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was announced that transactions would 
conducted issues longer maturity. Since 
February 20, Treasury issues years 
maturity and beyond have been purchased 
for the Federal Reserve portfolio. 

The observed response financial markets 
late 1960 and early 1961 suggested that 
monetary policy was having less than its full 
effect curbing antirecessionary develop- 
ments. The cost long-term funds stabilized 
instead declining, and there was little as- 
surance that commercial banks were making 
credit more amply available private bor- 
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rowers. possible that with sufficient ad- 
ditions the reserves commercial banks 
through Federal Reserve purchases short- 
term securities, these barriers 
restraint could have been dissolved. But this 
course action would have run the danger 
serious adverse effects the balance 
payments. Purchases longer-term Treasury 
issues offered the opportunity shape fi- 
nancial developments way that would 
more nearly keeping with domestic eco- 
nomic objectives without intensifying the in- 
ternational payments problem. 


District Business Loans 


THEIR CAPACITY lenders, commercial 

banks serve diverse group that includes 
businesses, farmers, nonbank financial insti- 
tutions, and consumers. During the postwar 
years the striking growth bank lending 
consumer finance companies and consum- 
ers directly has attracted great deal at- 
tention. Nevertheless, lending business, 
the traditional mainstay commercial bank- 
ing, continues the principal use loan 
funds. Business loans are particularly im- 
portant banks larger cities. Decem- 
ber 31, 1960, commercial and loans 
the reserve city banks the Tenth 
Federal Reserve District totaled $931 million, 
some per cent their total loans. 

view the great importance this 
form bank credit, not surprising that 
business loan developments are followed 
closely bankers, businessmen, and econo- 


mists. Analysis movements 
loans greatly facilitated the availability 
current figures reflecting the changing 
volume credit extended various classes 
borrowers. Each week detailed reports 
changes loans various classes busi- 
ness borrowers are submitted number 
banks larger cities across the Nation. 
These banks comprise sample the group 
member banks that submit statements 
condition each week the Federal Reserve 
banks. Included the sample are the 
larger banks the Tenth District cities 
Kansas City, Mo., Denver, Oklahoma City, 
Omaha, Wichita, and Tulsa. 

These banks account for the major share 
business lending the weekly 
ing member banks the District, and their 
detailed reports provide reasonably reliable 
indicator current business loan develop- 
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Changes Selected Classes Commercial and Industrial Loans 
Banks the Tenth District 


1958 1959 1960 
dollars) 


Business Borrower 


Manufacturing and mining: 
Food, liquor, and tobacco 
Textiles, apparel, and leather 
Metals and metal products (including machinery 
and transportation equipment) 
Petroleum, coal, chemicals, and rubber 
Other manufacturing and mining 
Trade: 
Wholesale 
Retail 
Commodity dealers 
Public utilities (including transportation) 
Construction 
Total change, above classes business loans 


NOTE: These detailed data are reported as weekly changes, rather than as absolute totals and are subject to a certain amount of error. 
the broader categories loans carried weekly reports condition, they cannot checked against call report data regu- 


lar intervals. 
Details may not add totals, due rounding. 


ments. addition, the cumulative record 
these reports for past years provides useful 
information concerning the strength loan 
demands emanating from particular kinds 
commercial and industrial firms, both they 
have been influenced seasonal and cyclical 
developments, and they have reflected 
more pervasive long-run forces. The following 
discussion deals with these influences Dis- 
trict business loans they are revealed 
the historical record. 

Changes business loans class bor- 
rower for the years 1957 through 1960 are 
shown the table. While there was per- 
sistent upward trend the total volume 
these loans throughout the 4-year period, the 
increase 1959 was far the largest. That 
not surprising, since 1959 was the only 
year the four which recessionary forces 
were absent throughout the months. These 
annual data reveal that loans metals and 
metal products manufacturers and retail 
trade firms show strong response the 
broad forces economic expansion and con- 
traction affecting the regional and national 
economy. During 1959, the increase loans 
those two groups alone totaled $42 million. 
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Although the yearly cumulative changes 
shown the table are useful indicators 
trend movements and rough measures 
cyclical influences, they fail entirely reveal 
the seasonal movements credit demands 
business borrowers. more useful frame- 
work for analyzing these figures provided 
breaking them down monthly quar- 
terly basis reveal seasonal influences and 
provide more detailed information 
cyclical responses loan demands. 


Seasonal Fluctuations Loans 
Commodity Dealers 


Among the various categories borrowers, 
commodity dealers exhibit the 
nounced seasonal pattern loan demands. 
The top panel the chart shows cumulative 
changes loans commodity dealers from 
the first week July the end June from 
1957 1960 and from July 1960 through 
March 1961. Examination the chart shows 
that these loans regularly rise from midyear 
through the November-December-January 
period much $24 million, reflecting 
primarily the movement farm crops into 
the hands commodity firms following har- 
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vest. Shortly after year end they begin 
taper off, and May June have typically 
fallen point near their year-earlier lows. 
The only marked deviation from the regular 
seasonal pattern occurred early 1961. 

Strong seasonal elements also are found 
the loan demands certain categories 
manufacturing establishments. Loans food, 
liquor, and tobacco firms, shown the second 
panel the chart, reach high point De- 
cember January and then decline, usually 
until May June—a pattern similar that 
shown for commodity dealers. The movement 
crops off the farms again affords the pri- 
mary explanation upward pressure loan 
demands during the summer and fall months. 
However, the food, liquor, and tobacco series 
considerably less regular from year year 
than the commodity dealers series. During 
the spring months 1959, for example, loans 
food, liquor, and tobacco manufacturers 
declined considerably less than normal. 
This series shows some upward trend. Only 
the 1957-58 period did total loans fail 
rise cumulative basis over the 12-month 
span from July June. After late start last 
fall, these loans rose sharply November 
1960 and the cumulative increase since mid- 
year currently running close its 1958-59 
level, well above the rates 1957-58 and 
1959-60. 


Cyclical Influences Lending Metal 
Products Firms 


Among the manufacturing and mining 
classifications, one the most closely watched 
the metals and metal products series. Loans 
these firms are particularly sensitive 
swings inventory investment and spending 
for business capital equipment, and hence 
display marked cyclical variation. The 
cumulative series for this category, shown 
the third panel the chart, reflect similar- 
ity seasonal decline from year year dur- 


ing the July-December period. also ap- 


parent from the chart that these loans gener. 
ally move upward from year year, but the 
variation the strength this trend 
siderable and reflects swings over-all 
nomic activity. the years plotted, 1957-58 
showed the weakest over-all rise, due 
relative lack strength the buildup the 
first months calendar 1958—a period 
recession. The strongest growth was recorded 
the spring 1959, when metals manufac. 
turers were building inventories anticipa- 
tion the steel strike that began midyear. 
The after-effects the strike are seen the 
strong upsurge loans the early months 
1960, inventories were rebuilt following 
the resumption steel production late 
1959. far 1961, the late winter buildup 
appears lagging somewhat behind 1959 
and 1960, reflecting the relative weakness 
the economy this year. However, experience 
thus far indicates stronger demand for loans 
these firms than was evident the early 
months 1958. Should the short-term busi- 
ness outlook continue improve, would 
seem probable that June these loans will 
again stand well above year-earlier levels. 
Among the other categories manufactur- 
ing and mining firms—not shown the chart 
—textile, apparel, and leather manufacturers 
borrow most heavily the first three quar- 
ters the calendar year, and typically pay 
down during the fourth quarter inventories 
are reduced the pre-Christmas months. The 
annual buildup loans these businesses 
ranges from $2.5 billion billion during 
the January-September period, with liquida- 
tions during the final quarter normally eras- 
ing most all the previous gains. 
Changes loans petro-chemical firms 
are highly variable from one quarter the 
next, but the volume these loans has risen 
persistently $6-$8 million each year from 
1957 1960. Most the activity this cate- 
gory occurs banks Kansas City, Mo. 
Denver, Oklahoma City, and Tulsa. 
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Patterns Change District Business Loans 


Highly Variable Performance Trade Loans 

The bottom panel the chart shows cumu- 
lative changes loans wholesale and retail 
trade firms. Although there general sea- 
sonal pattern for this series—buildups the 
pre-Christmas months October and Novem- 
ber, liquidation from December through Janu- 
ary, and upward movement from February 
June—the extent the seasonal swings 
varies greatly from one year the next, 
largely because cyclical variations in- 
ventories. the 1957-58 period, which was 
dominated recessionary forces, very weak 
spring performance left these loans practically 
unchanged June from their year-earlier 
level. The 1958-59 experience differed 
markedly pronounced spring upsurge 
loan demands brought growth more than 
$28 million over the months ending 
June 1959. This strong upward movement con- 
tinued during 1959-60, but after mid-1960, 
recessionary forces led definite weakness 
demand for credit from trade firms. Heavy 
inventory liquidation late 1960 reflected 
the extremely sharp dip that occurred 
December. This development has left large 
cumulative decline for the 1960-61 period 
the end March, even though both Febru- 
ary and March witnessed fairly impressive 
increases. Again, the continuation the 
brightening economic prospects the spring 
this year would suggest performance 
the months ahead which, though perhaps not 
rivaling those 1959 and 1960, will less 
sluggish than that 1958. 


Interim Financing Public Utilities and 
Construction Firms 


Lending public utilities and construc- 
tion firms subject considerable variation 
irregular nature, partly because these 


businesses may shift from one source funds 
another. Public utilities typically use com- 
mercial bank credit interim financing, 
These firms build debt the banks 
ing periods prior financing the capital 
markets, and often use considerable share 
the proceeds securities flotations repay 
bank debts. This means that changes this 
category are likely tied most closely 
financing calendars public utilities corpora- 
tions, and show less consistent seasonal 
cyclical pattern than found for other 
industries. During years when District utili- 
ties sell considerable amounts securities 
the market, they did 1960, these loans 
may fall off significantly. other years they 
may advance considerable proportions. 

Loans construction firms, the remaining 
category classified business loans, display 
some seasonal influences. Typically these 
loans show their greatest strength during the 
spring and summer months and fall off dur- 
ing the fall and winter. Most these loans 
are also kind interim financing build- 
ers residential and other properties. Liqui- 
dation these loans awaits the sale the 
property and the placement mortgage. 
Naturally, the general level building ac- 
tivity reflected the strength these 
loans, but other influences also are work, 
and they tend obscure somewhat the im- 
pact building activity the series. One 
such influence the availability funds 
finance construction from other financial in- 
stitutions such savings and loan associa- 
tions and insurance companies. Shifts con- 
struction firms among various sources 
credit may occur independently cyclical 
seasonal forces, thereby introducing ele- 
ment irregularity into the changing volume 
their bank debt. 
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SAVINGS BOND ANNIVERSARY 


its 20th anniversary May 1961. Originally 
undertaken one the methods financ- 
ing World War II, the program has been con- 
tinued and supplemented peacetime 
order maintain wide ownership the 
Federal debt and simplify the problems 
debt management. the same time, these 
securities have afforded large numbers 
savers medium for systematic saving and 
automatic reinvestment earnings. 

Some 45,000 companies, large and small, 
participate the payroll savings plan, spon- 
sored the Treasury Department, for the 
monthly purchase savings bonds. 
More than million workers, saving aver- 
age $20 each month, are now enrolled. 
However, over half all Series and 
Bonds are sold “over the counter,” mostly 
banks. About 20,000 banks 
serve issuing agents for Bonds, and 
handlers orders for Bonds. estimated 
that about per cent all bonds sold are 
banks—either directly, indirectly 
through handling payroll savings accounts 
for industry. 

Public ownership savings 
creased most rapidly during World War II, 
when employment was high and consumption 
was restricted rationing and lack avail- 
able goods. the end the war, the amount 
outstanding all types savings bonds was 
about $30 billion. Although growth has been 
slower since that period, has been persistent 
new purchases less redemptions have been 
augmented the accrual discounts out- 
standing securities. the end 1960, the 
amount owned the public was $43 billion 
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—an alltime high, reflecting growth 
$578 million during the year. 

The continued increase savings bonds 
held the public during most the post- 
war years has required that the investment 
features the bonds modified meet 
changes the yields other investments. 
From May 1941 until 1952, the return 2.9 
per cent maturity yielded these securi- 
ties was above the rate return paid most 
types savings institutions and also above 
the rate marketable Treasury securities. 
market and institutional rates rose after 
1951, the rate earned savings bonds was 
increased mainly shortening their maturity, 
although additions also were made 
value maturity. After May 1952, the ma- 
turity was reduced from years years 
and months and the rate increased 3.00 
per cent. second reduction maturity was 
made April 1957, when the term was 
lowered years and months, raising the 
rate 3.25 per cent. The last reduction June 
1959, years and months raised the 
yields savings bonds 3.75 per cent 
held maturity. 

None the Series Bond issues has ceased 
pay interest the Treasury Department 
has offered 10-year extensions which were 
automatic, not requiring any action the 
owner the bond. The latest these exten- 
sions, applicable bonds issued from May 
1941 May 1949, was announced recently. 
Owners who purchased $100 bonds for $75 
that period and who continue hold them 
through the latest extension period will re- 
ceive maturity amounts ranging from 
$195.04 $204.60, depending the original 
issue date. 


. 
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